University of Mississippi

eGrove
AICPA Annual Reports

American Institute of Certified Public
Accountants (AICPA) Historical Collection

1972

Time for change in changing times. Address before AICPA
Council meeting, Denver, Sept. 30, 1972.
Wallace E. Olson

Follow this and additional works at: https://egrove.olemiss.edu/aicpa_arprts
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
Olson, Wallace E., "Time for change in changing times. Address before AICPA Council meeting, Denver,
Sept. 30, 1972." (1972). AICPA Annual Reports. 195.
https://egrove.olemiss.edu/aicpa_arprts/195

This Book is brought to you for free and open access by the American Institute of Certified Public Accountants
(AICPA) Historical Collection at eGrove. It has been accepted for inclusion in AICPA Annual Reports by an
authorized administrator of eGrove. For more information, please contact egrove@olemiss.edu.

Olson, Wallace E.
Time for change in changing
times. Address before
AICPA Council meeting,
Denver, Sept. 30, 1972.
1972. cop. 2

A TIME FOR CHANGE IN CHANGING TIMES

by
Wallace E. Olson
Executive Vice President

before
American Institute of Certified Public Accountants
Council Meeting

September 30, 1972
Denver, Colorado

A TIME FOR CHANGE IN CHANGING TIMES

It has been observed by John Gardner

and others

that the life blood of any organized group in society is
its ability to be self-renewing.

This truth implies that

a profession such as ours must continually be alert to

the changes that are taking place all around us and be
willing to make adjustments to keep our activities relevant
to our times.

It is this theme, ”A Time for Change in

Changing Times,” that I would like to discuss with you this

morning.

I suppose that all of us have a natural resistance
to change.

We are creatures of habit and are generally

reluctant to abandon the familiar and substitute new habit

patterns for old.

Having just moved my household from

Chicago to New York I can attest with first-hand knowledge

to the fact that changes in our daily lives are upsetting.

In his book "Future Shock” Alvin Toffler describes
what he believes to be the impact on people of the rapidly
accelerating rate of change in our dynamic society.

He

makes it clear that now more than ever we need to. be able

to rapidly adjust to changing circumstances if we are to
avoid a breakdown.

We need not be dismayed by change since
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that which is new is generally only an extension of what

we already know.

It is not necessary to abandon all our

present knowledge and procedures to cope with change but

we must be prepared to constantly reappraise our performance
and tinker with our machinery to keep it working at peak
effectiveness.

What does this have to do with the public ac
counting profession?

It suggests that we need to do some

serious thinking about what is happening in our country
and in the world and to determine the extent to which our

profession is affected by unfolding changes.

It is my belief that we are witnessing a flood

of developments and events that have a significant
bearing

on our profession.

This is indeed a time

for change for CPAs and we are already

the demands of changing times.

acting to meet

But it remains to be seen

whether we will adjust to the extent required or succumb to the

natural desire to cling to our old ways.

It seems to me that the forces which we must reckon
with effect us in four general areas which I would classify
as follows:

1.

Improvement in our technical standards
and performance

2.

Regulation of our performance
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3.

Expansion of our role

4.

Adjustment of our organizational structure.

I would like to cover each of these areas by
describing some of the developments which in my opinion

threaten the status quo.

I will also discuss the actions

which we are taking, or in some cases, not taking, to adjust
to these changing circumstances.
The most visible and highly publicized aspect

of our profession in recent times has been our role in
setting accounting and reporting standards and our perfor
mance in applying these standards when expressing our

opinions on financial statements.

When viewed in the context

of events of the past decade this surge of attention should
not be surprising.

During the 1960’s we experienced a large increase

in the numbers of individual investors.

Simultaneously

a new breed of management discovered that they could become

overnight millionaires through a clever combination of
business acquisitions, public stock offerings and application
of accounting and reporting techniques

earnings.

which produced instant

Waiting eagerly to buy up the hot new issues which

promised immediate growth and big capital gains were all the
small investors, the gunslinger managers of the newly estab
lished mutual funds and the institutional investors as well.
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Everyone was helping to fan the searing flames of specu
lation and as might have been predicted the roof fell in
at the end of the 1960's.

When the high flyers started to crash in
increasing numbers and the conglomerates and franchisers
began turning sour it was inevitable that financial ac

counting and reporting would come under the glare of public
To the credit of the accounting profession,

scrutiny.

efforts to establish more extensive accounting and reporting standards were begun well before this period began to

take shape.

Unfortunately, however, the machinery established

for this purpose did not swing into high gear until well

after the damage of multiple-choice accounting had taken
its toll.

Meanwhile, the courts got into the act when class
action shareholder suits began to be filed by the score

against management and auditors alike.

Although much of the

litigation is still in process it seems safe to conclude
on the basis of completed cases that literal adherence to
the profession’s standards provides no sure guarantee of

freedom from liability.

Instead there is a growing concensus

outside the profession that we auditors have an over-riding
obligation to form a reasonable man’s judgment about the
fairness of financial statements which is a responsibility

that goes well beyond mere adherence to generally accepted
accounting principles.
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What actions have we taken or are we taking

to cope with this state of affairs?
In January 1971 it was apparent to many of the

leaders of our profession that a major reappraisal was

imperative.

By March 1971 two study groups were appointed,

one under the chairmanship of Frank Wheat to study the
manner in which accounting principles should be established

and a second under Robert Trueblood to study the objectives
of financial accounting and reporting.

You are all, by now, familiar with the report
of the so-called Wheat Committee and its recommendations.

The proposed Financial Accounting Foundation has been
established and the new FASB is currently being formed.
The second study group is still hard at work

on its very difficult task.

What it will have to say at

the conclusion of its study should have a profound affect

on the form and content of financial reporting in the
future.

In the meantime, the establishment of the new
FASB as an independent body to set financial accounting

and reporting standards represents a significant shift in
our role.

The public accounting profession will no longer

bear prime responsibility for setting the standards.

Instead

it will be only one of many interested organizations seeking
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to influence the pronouncements of the new independent
board.

It is true, however, that ours will be a highly

influential voice and we will continue to have an important
interlock with the Foundation through appointment of the

Trustees.

We shall also have representatives serving on

the Advisory Council.
Those responsible for the affairs of the American

Institute have recognized the change in the profession’s

role and are in the process of setting up the machinery
to take official positions on accounting standards in

behalf of the profession.

A new Accounting Standards

Division is being formed to staff a new Accounting Standards
Committee which will be appointed on or about November 1,
1972.

The new committee will be charged with the
responsibility of reacting to proposed pronouncements of
the new board, preparing position papers on accounting

matters, preparing unofficial interpretations of how to
apply the board’s pronouncements and otherwise representing

the profession in public hearings on accounting standards.

The new accounting standards committee will not
in any way affect the right of individual CPA firms to
make their own input to the FASB or to appear on their own

behalf at public hearings.

However, the profession must
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have a means of speaking with an official voice on accounting
standards matters if it is to be effective.

The new com

mittee is intended to serve this purpose.
It is expected that the new committee will not

become active until the APB has reached the end of its

activities and the FASB has become operative.

At some

point, perhaps at the spring meeting of Council, approval
will be sought for designation as a "senior technical

Committee” authorized to publish its views on its own
authority.

To support the Accounting Standards Committee a
new Division of Technical Research is being established
within the Institute.

All future research activities of

the Institute in all of the technical areas including

accounting, auditing, management advisory services and
taxation will be consolidated under this new division which

will be headed by Douglas Carmichael.

If is anticipated

that a staff of approximately 6-8 researchers will be

maintained to carry on the work of this new division which

will include administration of the library, publication

of Accounting Trends & Techniques and maintaining the
Technical Information Service for members.

Much of the

research will be contracted out to members in the profession
and others.

This should result in keeping the size of the

research staff at a modest level.

-8-

While all these developments have been taking
place as a result of problems encountered in the securities

markets, other factors have come into play in the area of
technical standards.

The exposure of deficiencies in the

Defense Department's procurement practices led Congress

to legislate into being a Cost Accounting Standards Board
to establish standards to be followed in determining costs
under defense contracts.

This new board was established

under the direction of the General Accounting Office which

you all know is the auditing arm of Congress.

There are

indications that the Board will be highly active in setting
standards that will more than likely overlap those being set
in the financial accounting area.

Many of the federal agencies

have already indicated an intention to apply the Board’s

standards to their own dealings with contractors.

Thus it

should be recognized that the CASB is well on the way toward
becoming a major factor in setting accounting standards.
Up to the present time our attempts to provide

major assistance to the work of the CASB have been less than
satisfactory, despite a conscientious effort on the part of

the committee appointed for this purpose.

However, we expect

to make a concerted effort in the coming year to establish
a more effective working relationship with this important Board.
Other factors which are causing pressures for
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the development of technical standards are the evolving

world markets and the growth of multi-national corporations.
Expansion of the Common Market, opening of trade with
Russia and China and the movement toward a revised inter
national monetary system will all hasten the day when

the establishment of international accounting and auditing
standards will be a vital necessity.

Recognizing this need

we have consolidated all of the Institute’s international

activities under a new International Relations Division

in the Institute.

Mike Pinto will be the Director of this

division and we expect to substantially increase our efforts

directed toward harmonization of standards between the
more advanced countries and particularly with those adopted
by the Common Market countries.

This will be an extremely

difficult task which may take years or even decades to accomplish.
But we dare not delay pushing forward.

The need is already

upon us.
Lest you feel complacent in the face of these
challenges let me cite a few additional forces that are

gnawing away at our accounting world.

Most of the Federal

regulatory agencies, the Internal Revenue Service, the

stock exchanges, and industry organizations such as the FEI

and NAA are all deeply interested in various aspects of
accounting standards.

This multiplicity of interest and
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participation in the setting of standards should make it
absolutely clear that this function is no longer our
exclusive province.

If we accept this as a fact of life

perhaps we shall become less pre-occupied with attempting
to jealously guard exclusive functionswhich are no longer
exclusive if indeed they ever were and pay more attention
to doing an effective Job of auditing.

I am not suggesting that we should abandon playing
a major role in setting accounting standards.

However, the

many developments in recent years seem to suggest that we
need to stand back and reappraise our position and decide

what adjustments in our thinking are needed to remain

responsive to the demands of our times.

In my view, the over

riding public need is for we auditors to do a more effective

job of determining and sounding the alarm when form is lacking

in substance and flies in the face of a reasonable man’s
judgment.

This implies that we need to give renewed

attention to more effective auditing techniques, a greater

degree of objectivity, and what we should be saying in our
opinions to better meet the needs of the public.

I would like now to turn to the second area that
is rapidly being affected by the course of events.

The

problems in the securities markets have raised a host of
questions having to do with the effectiveness of regulatory
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The SEC has been the subject of intensive

machinery.

reviews by Congressional groups such as the Moss and
Williams committees.

It has been sharply criticized for

failure to invoke its regulatory

powers sufficiently

to avoid wholesale failures of broker-dealers, the back-

office problem, abuses within the stock exchanges and
rampant speculation in hot new stock issues.

The investi

gations both within and without the SEC are still unfold
ing but it is abundantly clear that better regulation

and enforcement has become a prime objective.
So far, the Congressional and public concern

about regulation has not focused on the public accounting

profession.

But my guess is that it will be only a

matter of time before this happens.

When it does, we

can expect a whole new chorus of criticism which could
easily lead to more extensive federal regulation than

presently exists under the SEC, the IRS and other agencies.

What steps are we taking in anticipation of this

development?
I hope that the first thing which comes to your
mind is the proposed restatement of our code of ethics.

This constitutes the foundation of our disciplinary
machinery and is thus an important first step toward
effective regulation.

If we fail to take this step, we
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shall be demonstrating that we have no real intent to

regulate ourselves and we can expect the resulting

vacuum to be filled by others.

I strongly urge you to

not only vote in favor of the new code yourself but

to see to it that others do so as well.
In addition to a new code we have recently
restructured the staff of the Institute to form a new

regulation group under the direction of Vice President

William Bruschi.

Consolidated under this group are the

Trial Board, the Professional Ethics Division, the

quality and practice review functions and a new regulation
division which will staff the activities of the State
Legislative Committee.

As part of this restructuring

Donald Schneeman has been named to act as General Counsel
of the Institute to give us better control over our legal
matters.

We believe the new regulation group will pro
vide better coordination of all matters having to do with
licensing, regulation and discipline.

There must be close

liaison between the state societies, the state boards

of accountancy and the Institute in these activities.
Close cooperation in seeking state legislation is also

imperative.
Since education is an important objective of the
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programs have been included in the new regulation group.
These programs will be separately maintained, will continue

to be solely educational and will not be used in any way
as a basis for disciplinary proceedings.

A new development which is causing us a great con

cern has been a recent proposal by the SEC to utilize the
Institute's quality review program to review CPA firms doing

substandard work before the Commission.

Such reviews would

form a part of its system of sanctions,and regulation.

We are

studying this proposal carefully to identify the various liability

and other problems that are involved and expect to explore the
matter further with the SEC to find better alternatives to

achieve their objectives.
Another step being contemplated to improve the

profession’s self-regulation is a proposal to integrate
the disciplinary machinery of the Institute and the state

societies.

It is anticipated that during the coming year

exploratory discussions will be held to determine the

feasibility of establishing a

consolidated trial board

and integrating the work of the ethics committees of the
state societies with that of the Institute’s Ethics
Division.

If the plan proves to be workable, it would have

the merit of (1) eliminating part of the duplication of effort,

(2) providing more uniformity in disciplinary actions and

-14-

(3) establishing a means of more effectively bringing disciplinary
matters before the State Boards of Accountancy.

None of us want to see our individual members
disciplined when education might yield a better result.

But it seems evident that public concern makes a system
of self-regulation a vital necessity.

Without such a system

the balance between conflicting pressures would, in the

eyes of the public, tip in the direction of yielding to

unwarranted client demands.

Indeed, there are those who

presently assert that the countervailing pressures of our exist
ing disciplinary machinery are already too weak.

It is crucial, then, to our credibility that
we carry on a vigorous program of self-discipline.

Such

a program must not only be effective but must be perceived

to be effective by the public at large.

A third area where external events are likely
to have a substantial effect is what I have labeled
"expansion of our role."

We are all familiar with the

enormous growth in social welfare programs and the concern
for a better quality of life.

Ecology programs, revenue

sharing, minority assistance and productivity incentives

are all matters that will urgently require new forms of

measurement and evaluation.

Unless we move into this area
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with great vigor and imagination, we shall miss a great
opportunity to serve and to expand our usefulness to

society.

We ought not hold back simply because the problems

will be difficult to solve or because it involves something

new.
The General Accounting Office is already doing
extensive work on performance and effectiveness auditing

under these social programs.

We ought to be participating

more extensively in this effort.
A first step was taken during the past year when
a meeting on the subject was sponsored by the Institute.

A second step has been taken by the appointment of a new

committee to work on all facets of social measurement.

This

new committee was mentioned in a recent article in Business
Week dealing with the subject.
Developments in this area point up once again
the need for our profession to remain alert to new trends
and to adjust quickly enough to seize upon opportunities

when they occur.
The fourth area where it may be time for a change

because of changing times is the profession’s own organi
zational structure.

Over the years the size of the profession

has grown at an accelerating rate until today the Institute

has

over 88,000 members.
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Although changes have been made to achieve better
administration within the Institute as well as state societies
many questions remain to be dealt with.

Does it make sense,

for example, for the many state societies to be duplicating

at least to some extent what is also being done by the
Institute?

What should be the respective roles of the state

societies and the Institute?

With such a large membership, how can we develop
a better sense of belonging and involvement?

Service on

committees is, at best, limited to only a small fraction of

the profession.

Is there a better mechanism for achieving

participation and understanding among our members?
Over the years a great disparity in the size of
practice units has developed to the point where there is

a considerable difference in views about what the objectives
and priorities of the profession should be.

Having practiced

in small communities as well as in large cities I can under
stand the factors which give rise to differences between
local practitioners and large multi-office firms.

In the

last analysis there is little or no difference in the
problems of practice at any level except for the size of
the clients being served.

in the ability to compete.

But there are very real differences

This poses difficult questions

about how to provide protection against displacement and
assistance to small practitioners so they can compete on a
more equitable basis.
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We would all be well advised to recognize that
what happens to any part of the profession must inevitably
effect all of our members.

There is no such thing as

isolation or immunity from any of the profession’s problems

whether it be liability suits, inroads into our services by
outsiders, questions about our independence, or displace

ment of firms solely on the basis of size.
The questions arising from increased size of

the profession, disparity in the size of practice units,

the broadened scope of practice and increasing speciali

zation all point toward the need to re-examine our over-all

structure.

We have started such a study within the staff of

the Institute.

We hope that we can develop some preliminary

ideas about structure that can lead to a blueprint for the

future and provide answers to today’s questions.

Without

intending to necessarily suggest their adoption, all
possibilities need to be considered including such proposals
as accreditation of specialization, some form of smaller

units or sections, a national CPA certificate, seeking legis

lation for self-regulatory status and many others.
I recognize that many studies have been carried
on in the past which dealt with individual matters relating

to organizational structure.

But these have often been

too limited in scope to produce a comprehensive plan that

could be systematically implemented over a period of time.

Also, things have changed so rapidly over the past
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five years that what we may have concluded in earlier
years may have become obsolete in the light of current

conditions.

I believe it is time to take a new reading

of where we are and where we are going.
During the past year our President and Board
of Directors recognized that a substantial part of our

future will require that we maintain very close working

relationships with all branches of the Federal Government
in Washington.

With this in mind Gil Simonetti was appointed

Vice President in charge of Relations with the Federal

Government and a decision was made to expand our offices
and staff in Washington.

The Federal Taxation Division

is also being moved to Washington to facilitate their

communications with the Treasury Department and the Internal
Revenue Service.

Gil will be reporting to you in more

detail later on the agenda about our plans for the Washington
operations.
By touching on some of the highlights of what

has been developing within the business community in recent
years I have tried to place our present status as a pro
fession in perspective and to explain some of the reasons

why we are currently undergoing change and why we can

expect even more change in the future.

I am firmly con

vinced that we are at a crucial time in our history.

I

believe that through hard work and ingenuity and by regarding
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change as an opportunity rather than a threat, we shall

find that it is not twilight but the dawn of a great day
for the profession.

